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Re: Small system operator comments on MM Docket No. 93-215 ,/__-- i

Dear Commissioners:

Grassroots Cable Systems Inc. is a small independent mUltiple system
cable television service provider. We presently serve 34 communities
via 21 cable systems located in rural areas of Maine and New
Hampshire. Our 669.4 miles of cable plant pass 10,882 homes for a
density of 16.3 homes per plant mile. We have 6399 subscribers which
is a 58.8% buy rate.

Grassroots has been struggling to work within the reality of the 1992
Cable Act and it's impact on our survival as a business entity.
Presently only one of our systems, which serves four towns, exceeds
the FCC's present small system (1000 subscribers) exemption for rate
regulation at this time.

The Benchmark rates were established without regard to rural system
density, higher rural operating costs to service widely separated
rural systems, higher programming costs charged to small independents
nor other "rural" system considerations. I have just completed an
initial reading of the referenced Docket and see more of the same
faulty rural system foundation work being proposed for cost-of­
service regulations.

We are not an S&P 400 company nor do we have a traditional regulated
industry capital structure of 50% debt/50% equity. I doubt that many
existing cable companies do whether urban, suburban or rural. I am
sUbmitting the attached declaration and Exhibits 1 & 2 which give an
overall synopsis of Grassroots for your edification of what a "rural"
independent operator is really about. The systems we operate are not
addressable and have an average of 32 miles of cable plant passing
518 homes for a density of 16 homes per mile with 305 subscribers who
have 29 channel service (i.e., 25 basic and 4 pays) available.

The Felders, myself and my wife, have over 27 years in cable
television. We have invested our lives and our personal assets in
the effort to bring cable TV service to rural areas. The last three
years have been extremely difficult financially for us with first
HLT, banking industry fallout and than the uncertainty of what the
pending FCC rules would mean in our marketplace.

That uncertainty was replaced with known disaster with the pUblishing
of the FCC Benchmark rates. A disaster which has beenE~tayed
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subscriber rUling. We have no choice in this one system, at this
time but to opt for a cost-of-service showing so that we at least
have a fighting chance to be able to honor our franchise as well as
financial commitments.

We don't feel that 1,000 subscribers should be a hard and fast
threshold number. Rather the system density, revenue stream and
operator profitability should all be weighed to establish a true and
realistic threshold number. A number that will allow independent
rural operators to continue to service subscribers and attract
additional expansion capital. As it stands right now we have zero
incentive to combine systems to increase service options or reduce
operating costs as we would be SUbject to rate regulation, rate
regulation that doesn't recognize any of the rural cost factors that
major MSO's are not faced with. As a result, subscribers that live
in areas that are not attractive to big financial players but are
still entitled to good television and communications will not be
served .. Areas where the service need is very real!

Our relief request is simple don't force us as rural operators into
an urban mold. We don't have the financial where-with-all to operate
in a tightly regulated environment. We don't have the staff to cope
with additional regulatory paperwork. Allow us the same latitude
that rural telephony, rural electrical and urban cable operators have
had. Introduce regulation gradually for our rural markets so as we
grow from Mom and Pop operators or are assimilated into larger
service companies the regulations do not kill the business.

I have provided you with minimal detailed information with this
document. But we are more than willing to provide you with any
statistics, financial numbers or other pertinent information that is
within our means that you feel would help you in your deliberations
as regards the "Rules" that we as independent rural Mom & Pop
operators will live or die under.

Sincerely,

lv~~
W. Robert Felder
President

P.S. It wouldn't hurt to also review the negative rate impact that
cash retransmission fees will have on rural subscribers who have not
been able to historically enjoy full broadcast service (i.e. ABC,
CBS, NBC, Fox and PBS) prior to cable TV coming to town. Yes, cash
payments will be the norm for small independent rural operators as we
don't have the "trading" material options of our large MSO brethren.

cc: SCBA
NECTA
Attached congressional mailing list

encl: Declaration plus EXhibits 1 and 2



Declaration of W. Robert Felder

1. I, W. Robert Felder, am the President of Grassroots Cable

Systems, Inc. ("Grassroots"). Grassroots owns and operates twenty­

one cable television systems located in thirty-four rural communi­

ties throughout Maine and New Hampshire. As of July 31, 1993,

Grassroots provides cable service to approximately 6,399 effective

subscribers. At present only one of Grassroots' systems serves

over 1,000 subscribers.

2. The typical Grassroots system has twenty-nine active

channels, with eight basic, seventeen tier and four premium

channels. Many of the communities served by Grassroots have

limited access (i.e., 1-3 channels) to television reception. Many

of Grassroots' service areas are contiguous to larger towns served

by other cable companies, which have not extended service into the

rural areas because it was not economically feasible for them to

do so, mostly due to the low density in these areas. For example,

Grassroots' Wakefield, New Hampshire system, which serves 1,332

effective subscribers, has a density of only 17.6 homes per mile

for the 115.4 of plant miles built.

3. As Grassroots' President, I am responsible for overall

company operations, including its ability to service existing debt

and attract the capital necessary to continue and expand service.

I also am familiar with the provisions of Grassroots' franchise

agreements with local authorities and credit agreements with

lenders.

4. At my direction, Grassroots has analyzed how the Federal

Communication Commission's ("Commission") proposed "benchmark"
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rates will affect its ability to continue to provide current levels

of cable service to subscribers as required under its franchise

agreement. In particular, Grassroots has calculated the rates it

is permitted to charge its cable customers under the benchmark

standards. We have also proj ected the anticipated amount of

revenues that would be generated from the benchmark rates, assuming

no change in the number of customers or selection of services.

5. Grassroots was conceived exclusively to serve rural

markets that are unserved by other cable operators. Phase I

included a $12.5 capital investment to serve the thirty-four rural

communities presently served. Phase II was to require a $4 to $5

million investment to expand rural service in Maine and New

Hampshire. Phase III was to offer cable service to rural communi­

ties in Vermont, and was projected to cost $16 million. The imple­

mentation of Phases II and III is unlikely to occur if the Order

goes into effect in its present form, because of difficulties in

attracting capital investment or other financing (as more particu­

larly described below).

6. At the present time, even without any rate reductions

under the Commission's proposed regulations, Grassroots is not

earning a net profit on its cable service operations.

7. The current rates of Grassroots' systems exceed those

permissible under the benchmark rate structure prescribed by the

Commission. According to our present calculations, if the

benchmark method were implemented (and assuming no changes in

customers or selection of services), Grassroots' Wakefield, New
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Hampshire system would be required to reduce rates from $24.10 to

$21.55 per month per subscriber, resulting in an annual revenue

loss of approximately $40,759.

8. Such a rate reduction would have an immediate, adverse

and irreparable impact on Grassroots' operations. The projected

revenues we would receive under the benchmark rates are insuffi­

cient to meet Grassroots' expenses, including debt service. As a

result, if forced to adopt benchmark rates, Grassroots would be

required to seek the protection of bankruptcy court in order to

avoid foreclosure on its assets and continue in business.

9. In particular, the projected cash flow reduction under

benchmark rates would make it impossible for Grassroots to service

its existing debt. Grassroots was in the process of attempting to

restructure its debt when the Commission's Order issued. The

projected cash flow under benchmark rates would be insufficient to

service Grassroots I debt even under the proposed restructuring

agreements (even assuming those agreements ultimately are entered) .

The projected revenue reduction caused by benchmark rates would

place Grassroots in default of existing loan covenants (as well as

the proposed restructured loan covenants), including covenants on

debt coverage, interest coverage and cash flow multiples.

10. Upon default, Grassroots' senior and subordinated lenders

have the right to call the loan and to foreclose on the loan

security, which consists of virtually all company assets. Default

on Grassroots' loan would also trigger defaults on cross­

collateralized loans with local lenders on two other businesses,
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as well as attachment of personal assets pledged as additional

security for all loans.

11. In addition , neither the benchmark nor the cost of

service method (in its present, undefined form) will permit

Grassroots to attract additional capital investment or financing.

If forced to adopt benchmark rates, Grassroots would have insuffi­

cient cash flow to secure the financing required to implement

Phases II and III of its plans to expand and upgrade service to

rural areas. Even with the limited information presently available

on the expected rate of return and other factors under any cost of

service approach, Grassroots is unable to provide assurance to

lenders and other capital sources that it will have sufficient cash

flow to service existing or proposed additional debt. In fact,

since the Commission's Order issued, Grassroots has been unable

even to secure financing for a new vehicle loan to replace its six

vehicle service fleet--even though it has had no credit problems

in the past.

12. Adoption of benchmark rates also would impair Grassroots'

ability to comply with its franchise obligations. Agreements with

local franchise authorities require Grassroots to expand service

as density and/or service buy rate parameters are reached, as well

as to rebuild physical plant as required in the normal course of

business. As mentioned, if forced to adopt benchmark rates,

Grassroots' projected cash flow would be insufficient to enable it

to obtain the financing required to make those improvements. If
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the required improvements are not made, Grassroots may be in

defaul t of franchise agreements, and risks the revocation or

nonrenewal of our franchises.

13. Because the Commission has not yet released any regula-

tions for "cost of service" determinations, Grassroots cannot

determine what costs may be recovered or what rate of return it can

expect to obtain. If cost of service regulations did not permit

the recovery of debt service, Grassroots would not be able to

continue operations under that approach. Thus, at the present time

cost of service is not a viable option, because the resulting rates

might result in even greater losses than those proj ected under

benchmark rates.

14. Any "cost of service" showing also will entail sub-

stantial time and expense which may not be recoverable under any

regulations the Commission ultimately might adopt. One of

Grassroots' principals has experience with municipal cost of ser-

vice showings. Based on that experience, we expect that Grassroots

would be required to hire rate experts and attorneys to pursue cost

of service showings for each of its systems, at a substantial cost.

I declare under penalty of perjury that the foregoing is true

and correct.

Dated /~nt day of August, 1993, in Exeter, New Hampshire.

W. Robert Felder
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Sen. John C. Danforth
249 SROB
Washington, DC, 20510-2502

Sen. Daniel K. Inouye
722 SHOB
Washington, DC, 20510-1102

Sen. William S. Cohen
322 SHOB
Washington, DC, 20510-1901

Sen. George J. Mitchell
176 SROB
Washington, DC, 20510-1902

Sen. Thomas H. Andrews
1530 LHOB
Washington, DC, 20515-1901

Rep. Olympia J. Snowe
2268 RHOB
Washington, DC, 20515-1902

Sen. Judd Gregg
393 SROB
Washington, DC, 20510-2904

Sen. Robert C. Smith
332 SDOB
Washington, DC, 20510-2903

Rep. Dick Swett 230 CHOB
Washington, DC
20515-2902,

Rep. Bill Zeliff 224 CHOB
Washington, DC
20515-2901,


